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the  Legislative  Auditor  issues  a  biennial  Single  Audit  Report  for  the  state  of  Montana  which 
fulfills  those  requirements  on  a  statewide  basis.  The  audit  report  presented  here  is  therefore  not 
intended  to  meet  all  reporting  requirements  of  the  Single  Audit  Act  of  1984  and  0MB  Circular 
A-128. 
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December  1988 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Public 
Service  Regulation  for  the  two  fiscal  years  ended  June  30,  1988.  We  would 
like  to  thank  the  commissioners  and  their  staff  for  their  assistance  and 
cooperation.  Since  the  report  included  no  recommendations,  no  agency 
response  is  included. 

Respectfully  submitted, 


icott  A.  Seacat 
Legislative  Auditor 
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INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Department  of  Public 
Service  Regulation  (PSR)  for  each  of  the  two  fiscal  years  ended  June  30,  1988. 
The  objectives  of  the  audit  were  to: 

1)  Determine   if  the  department  complied  with  applicable   laws  and   regu- 
lations. 

2)  If  necessary,  make  recommendations  for  improvement  in  the  admin- 
istrative and  accounting  controls  of  the  department. 

3)  Determine  if  the  department's  financial  schedules  present  fairly  the 
results  of  operations  for  the  two  fiscal  years  ended  June  30,  1988. 

4)  Determine  implementation  status  of  prior  audit  recommendations. 

BACKGROUND 

The  Department  of  Public  Service  Regulation  was  created  by  the  Execu- 
tive Reorganization  Act  of  1971  and  operates  under  the  direction  of  the 
Public  Service  Commission.  The  commission  consists  of  five  voting  members 
who  are  elected  on  a  district  basis  and  serve  a  term  of  four  years.  After 
each  general  election,  one  of  the  commissioners  is  elected  chairman  by  the 
commission. 

The  department  is  responsible  for  the  regulation  of  public  utilities,  motor 
carriers,  railroads,  and  pipelines  within  the  state  and  also  performs  safety 
inspections  of  the  same  activities,  except  for  motor  carriers.  The  department's 
responsibility  is  to  assure  the  consuming  public  safe,  adequate,  and  economical 
utility  and  transportation  service  at  just  and  reasonable  rates. 

The  department  is  divided  into  four  divisions. 

1)  The  Legal  Division  advises  the  commission  on  matters  requiring  a 
legal  interpretation  or  opinion  and  represents  the  commission  in 
legal  procedures. 

2)  The  Transportation  Division  exercises  general  supervisory  control 
over  the  activities  of  motor  carries  and  railroads. 

3)  The  Utility  Division  exercises  general  control  over  public  utilities, 
including  rate  determination  and  safety  standards. 

4)  The  Centralized  Services  Division  performs  the  administrative  sup- 
port functions  of  the  department. 

1 


The  department  employed  46  full-time  equivalent  personnel  in  fiscal  years 
1986-87  and  1987-88. 

PRIOR  AUDIT  RECOMMENDATIONS 

The  previous  department  audit  for  the  two  fiscal  years  ended  June  30, 
1986,  contained  nine  recommendations  of  which  eight  are  still  applicable.  The 
department  implemented  six  of  the  recommendations  and  partially  implemented 
the  other  two  recommendations.  The  recommendations  partially  implemented 
relate  to  the  establishment  of  natural  gas  and  electrical  standards  in  the 
Administrative  Rules  of  Montana  (ARMS)  and  the  proper  accrual  of  revenues 
and  expenditures  according  to  state  accounting  policy.  These  two  issues  have 
been  discussed  with  management. 


AUDITOR'S  OPINION  LETTER 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the 
reader  of  the  financial  schedules  the  degree  of  reliance  that  can  be  placed  on 
the  amounts  presented.  The  financial  schedules  are  prepared  from  the 
Statewide  Budgeting  and  Accounting  System  (SBAS)  without  adjustments  for 
errors  noted  during  the  audit. 

The  opinion  on  the  schedules  presented  means  the  schedules  are  fairly 
stated  in  all  material  respects  and  the  user  can  rely  on  the  information 
presented. 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^Uxtt  xtf  tJt^  ^t^hinix'txt:  ^nbiiixx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of  Public 
Service  Regulation  for  each  of  the  two  fiscal  years  ended  June  30,  1987,  and 
1988,  as  shown  on  pages  5  through  10.  Our  examination  was  made  in  accor- 
dance with  generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's 
financial  schedules  are  prepared  in  accordance  with  state  accounting  policy. 
Accordingly,  the  accompanying  financial  schedules  are  not  intended  to  present 
financial  position  and  results  of  operations  in  conformity  with  generally 
accepted  accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly 
the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of 
Public  Service  Regulation  for  the  fiscal  years  ending  June  30,  1987,  and  1988, 
in  conformity  with  the  basis  of  accounting  described  in  Note  1,  which  has  been 
applied  on  a  consistent  basis. 

Respectfully  submitted, 


j\^ik^ 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  16,  1988 


DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


General  Fund 


Special 

Revenue 

Funds 


Internal 

Service 

Funds 


FUND  BALANCE:  July  1,  1986 


(6.278-)   $  4.023 


ADDITIONS : 


Fiscal  Year  1986-87 
Budgeted  Revenue  &  Transfers  In         $1,254,505 
Prior  Year  Revenue  Adjustments  3,757 

Direct  Entries  to  Fund  Balance  17,011 

Prior  Year  Expenditure  Adjustments 


34,747 
21,382 

1,728 


$12,800 
1,780 


Fiscal  Year  1987-88 

Budgeted  Revenue  &  Transfers  In  1,334,126 
Prior  Year  Expenditure  Adjustments 

Support  From  State  Of  Montana  312,466 

Cash  Transfers  In  

Total  Additions  2.921.865 


28,591   14,687 
1,092 

1.648.889^  


1.736.429    29.267 


REDUCTIONS : 


Fiscal  Year  1986-87  -j^ 

Budgeted  Expenditures  &  Transfers  Out       14,257    1,604,801 
Prior  Year  Expenditure  Adjustments  12,278 

Support  To  State  Of  Montana  1,248,738 

Direct  Entries  To  Fund  Balance  17,011 


12,800 
803 


Fiscal  Year  1987-88  -, 

Budgeted  Expenditures  &  Transfers  Out    1,645,494 

Prior  Year  Revenue  Adjustments  1 .098 

Total  Reductions  2.921.865 


27,946   14,687 
196   


1.649.954   28.290 


FUND  BALANCE:  June  30,  1988 


-0-    $    80.197   $  5.000 


See  Note  5  of  the  notes  to  the  financial  schedules. 
"See  Note  6  of  the  notes  to  the  financial  schedules. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules. 


DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATED  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


Federal 
Charges    Fines     Indirect  Other 

Licenses      For       and        Cost  Financing 

and  Permits  Services  Forfeits  Recoveries  Federal    Sources 


Fiscal  Year  1988 

GENERAL  FUND 

Estimated  Revenue 

$1,300,000 

$40,000 

$25 

Actual  Revenue 

1,296.420 

37,681 

25 

Collections  Over 

(Under)  Estimate 

$   (3,580) 

$(2,319) 

$  0 

Total 


$1,340,025 
1.334.126 

$   (5,899) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$1,200    $  33.491 
1.073      27.518 

$  (127)   $  (5,973) 


$   34,691 
28.591 

$   (6,100) 


INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$15,000 
14.687 

$   (313) 


$   15,000 
14.687 

$     (313) 


Fiscal  Year  1987 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$1,300,000   $37,000 
1.218.094    36.411 

$   (81,906)   $   (589) 


$1,337,000 
1.254.^05 

$   (81,495) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$  900    $  50,919 
677      34.070 

$  (223)   $(16.849) 


5'.. 819 
34.747 

(17,072) 


INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$15,000 
12.800 

$(2,200) 


$  10.000    $   25,000 
0        12.800 

$(10,000)    $   (12,200) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
is  provided  in  the  notes  to  the  financial  schedules. 


Additional  information 


DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 

FY  1987-88  FY  1986-87 

Public  Public 

Service  Service 

Regulation  Regulation 

Program  Program 

PERSONAL  SERVICES 

Salaries                              $1,095,682  $1,092,721 

Hourly  Wages                                 228  822 

Employee  Benefits                          215.608  212.189 

Total                                    1.311.518  1.305.732 

OPERATING  EXPENSES 

Contracted  Services                          62,970  61,455 

Supplies  &  Materials                         27,349  12,834 

Communications                              68,077  58,913 

Travel                                     82,820  71,980 

Rent                                       35,372  32,528 

Repair  &  Maintenance                       16,644  17,976 

Other  Expenses                            21.426  15.394 

Total                                     314.658  271.080 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment                                   43,841  42,301 

Intangible  Assets                           3.110  5.745 

Total                                      46.951  48.046 

CAPITAL  OUTLAY 

Buildings                                   15.000  7.000 

Total                                      15.000  7.000 


15, 

,000 

15, 

,000 

»L 

,688, 

,127 

TOTAL  PROGRAM  EXPENDITURES  $1.688.127                 $1.631.858 

1 
GENERAL  FUND 

Budgeted  $1,769,247               $   23,718 

Actual  1.645.494                    14.257 

Unspent  Budget  Authority  $  123.753               $    9,461 

1 

SPECIAL  REVENUE  FUND 

Budgeted  $   33,491                $1,680,172 

Actual  27.946                 1.604.801 

Unspent  Budget  Authority  $    5.545                $   75,371 

INTERNAL  SERVICE  FUNDS 

Budgeted  $   15,000                $   14,700 

Actual  14.687                   12.800 

Unspent  Budget  Authority  $ 313  $    1,900 

1 
See  Note  5  of  the  notes  to  the  financial  schedules. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Addi- 
tional information  is  provided  in  the  notes  to  the  financial  schedules. 


DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

JUNE  30.  1987  AND  1988 

1.        SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
A.       Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of  accounting 
which  is  described  in  the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation  exists 
and  expenditures  are  recorded  when  the  related  liability  is  incurred  except  for 
the  following  items  which  are  also  considered  valid  obligations  under  state 
accounting  policy. 

--  If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expenditure  is  accrued. 

--  The  anticipated  cost  of  equipment  may  be  accrued  in  the  fiscal  year  in 
which  budgeted. 

--  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be  accrued 
if  the  purchase  order  was  issued  in  the  fiscal  year  in  which  the 
anticipated  expenditure  is  to  be  accrued. 

Revenues  are  recorded  when  they  are  received  in  cash,  unless  susceptible 
to  accrual.  Revenues  are  susceptible  to  accrual  if  they  are  measurable  and 
available  to  finance  expenditures  of  the  current  fiscal  period.  Intergovern- 
mental revenues  received  as  reimbursements  are  recognized  when  the  expendi- 
tures are  recorded.  Intergovernmental  revenues  received  but  not  earned  are 
recorded  as  deferred  revenues. 

B.       Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the 
basis  of  funds  according  to  state  law.  The  following  funds  are  used  by 
Department  of  Public  Service  Regulation: 
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General  Fund  -  accounts  for  all  financial  resources  except  those  required 
to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific  revenue 
sources  that  are  legally  restricted  to  expenditures  for  specified  purposes. 
Legislative  appropriations  are  required  to  spend  from  this  fund.  PSR 
accounts  for  its  federal  grant  activities  in  this  fund.  In  fiscal  year  1986- 
87,  PSR  accounted  for  its  operations  in  this  fund.  Note  5  gives  more 
detail. 

Internal  Service  Fund  -  accounts  for  operations  providing  services  to 
other  entities  on  a  cost  reimbursement  basis,  and  for  operations  where  a 
periodic  determination  of  revenues  and  expenditures,  are  needed  for 
management  control.  PSR's  reimbursable  travel  costs  are  accounted  for  in 
this  fund. 

2.  ANNUAL  AND  SICK  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  annual  and  25  percent  of  unused 
sick  leave  credits  upon  termination.  Accumulated  unpaid  liabilities  for  annual 
and  sick  leave  are  not  reflected  in  the  financial  schedules  of  the  Department 
of  Public  Service  Regulation.  Expenditures  for  termination  pay  currently  are 
absorbed  in  the  annual  operational  costs  of  the  department.  At  June  30,  1988, 
the  department  had  a  liability  of  $83,174  for  annual  leave  and  $26,446  for  sick 
leave. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement 
System  (PERS).    The  department's  contribution  to  this  plan  is  shown  below. 

Fiscal  Year  Fiscal  Year 

1986-87  1987-88 

PERS  $65,556  $65,505 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  state- 
wide   General    Fund    as    long    as    they    stay    within    their    appropriation    limits. 


Thus,    on    an    agency    schedule,    the    beginning    and    ending    fund    balance    will 
always  be  zero  for  the  General  Fund. 

5.  FUNDING 

During  the  June  1986  Special  Session,  the  Legislature  enacted  House 
Bill  45  providing  for  funding  the  department  in  the  state  Special  Revenue  Fund 
for  fiscal  year  1986-87  by  fees  levied  on  regulated  companies.  House  Bill  583, 
enacted  during  the  1987  Legislative  Session,  continued  the  funding  by  fees,  but 
appropriated  funds  for  department  operations  from  the  General  Fund  for  fiscal 
year  1987-88. 

The  ending  fund  balance  at  June  30,  1988  is  primarily  the  result  of  the 
change  in  fund  appropriations.  A  cash  balance  of  $79,231  remained  in  the 
Special  Revenue  Fund  as  of  June  30,  1988.  In  the  early  part  of  fiscal  year 
1989  the  cash  was  transferred  to  the  General  Fund. 

6.  NEGATIVE  FUND  BALANCE 

The  negative  fund  balance  at  the  beginning  of  fiscal  year  1986-87  was  the 
result  of  accounting  errors  made  in  fiscal  years  1984-85  and  1985-86.  The 
agency  corrected  these  errors  within  the  current  audit  period. 
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